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RECENT CENTRAL BANKING DEVELOPMENTS IN SOUTHEAST ASIA
Postwar political changes in almost every Asian
country have led to a variety of economic and finan-
cial reforms. Prominent among these is the estab-
lishment or modification of central banks. New
central banks have been established in no less than
R\c countries in the area extending from the Philip-
pines to Pakistan, while in two other countries im-
portant changes affecting existing central banks
have been made. In most of these countries it is
still too early to tell how effective the central banks
and the new powers of credit and monetary regu-
lation will prove to be. The purpose of this article
is primarily to review the changes which have
taken place and to examine the types of laws and
institutions adopted to meet the central banking
needs of the nations in this area.
1
Most of the changes have resulted from the emer-
gence of independent states and the redrawing of
national boundaries. Thus, central banks have been
set up for the first time in the Philippines, Ceylon,
Burma, and Pakistan. Indochina, previously served
by a bank of issue, has an entirely new institution
created to meet the difficult problems arising from
the establishment of the three Associated States of
Indochina. In India and Indonesia existing central
banks have been nationalized, and other important
changes have either been introduced or are now
under consideration.
THE PHILIPPINES
Before achieving independence in 1946, the Phil-
ippines had not developed a central monetary and
banking authority. Broadly speaking, the Philip-
pine peso was based on a 100 per cent U. S. dollar
reserve, and the currency was issued principally by
the Philippine Treasury. Variations in the size of
the issue corresponded with the rise and fall in the
country's U. S. dollar reserves, creating great diffi-
culty in cushioning the domestic economy from the
•deflationary effects of adverse short-term fluctuations
in the balance of payments. Such flexibility as ex-
isted was provided by the credit operations of the
commercial banking system, which in turn were
restricted in part by the banks' need to maintain
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very high reserve ratios in the absence of central
bank lending facilities. With the attainment of in-
dependence it was recognized that the stability,
growth, and development of the domestic economy
could be facilitated by the establishment of a more
flexible credit and monetary system.
Establishment of a central bank. The Central Bank
of the Philippines was one of the first of the new
Asian central banks. Authorized by the Central
Bank Act of June 15, 1948, it commenced opera-
tions early in 1949 as an entirely new institution,
not a replacement or modification of any existing
bank. The new Central Bank is a completely
Government-owned and controlled institution with
the statutory objective of maintaining monetary
stability, preserving the international stability and
convertibility of the peso, and promoting the orderly
growth of production, employment, and real in-
come. It performs banking operations only for
other banks and the Government, and is authorized
to deal directly with the public only in the course of
its open market operations. In addition to sole
responsibility for the note issue, the Bank has broad
regulatory authority over the credit and exchange
operations of the banking system and has the right
to examine all banks periodically. It has responsi-
bility for developing and maintaining a market for
Government securities and serves as the Govern-
ment's general fiscal agent and adviser on financial
and economic matters.
Philippine central banking legislation gives con-
siderable attention to the problem of attaining co-
ordination of monetary and fiscal policies. The
Secretary of Finance is a member of the seven-man
Monetary Board which determines Central Bank
policy and is authorized to preside at its meetings.
The Governor of the Bank, also a member of the
Monetary Board, is an ex-officio member of the Na-
tional Economic Council. These arrangements de-
rive from the idea that the Monetary Board should
be in a position to influence Government policy.
The legal tie between the peso and the U. S.
dollar was not entirely removed. Under the Ex-
ecutive Agreement between the United States and
the Philippines, pursuant to the Philippine Trade
Act of 1946, the approval of the President of the
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United States is required before the Philippines can
alter the exchange rate, suspend convertibility, or
restrict the transfer of funds to the United States.
Nevertheless, the Philippine international reserve is
no longer restricted to dollars, and no minimum
ratio between the size of the reserve and the amount
of currency in circulation is prescribed by law. The
Republic is free to adjust the currency issue inde-
pendently of balance-of-payments fluctuations.
The Philippines' balance of payments, which had
been unfavorable in 1948, deteriorated very rapidly
in 1949, despite the imposition of import controls
early in the year. This was due to a drop in exports
and a large capital outflow. To halt the alarming
drain of foreign exchange reserves, the Philippine
Congress passed legislation instituting exchange con-
trols in December 1949. On March 28, 1951, a 17
per cent tax on sales of foreign exchange was put
into effect. Both of these measures received the
required approval of the President of the United
States.
The Bank possesses a number of anti-inflationary
weapons, including the power to conduct open mar-
ket operations, using securities of its own issue for
this purpose when necessary. It may vary the dis-
count rate in accordance with the character and
terms of the credit requested and the requirements
of national monetary policy. It also has broad
power to alter reserve requirements on commercial
bank deposits. These may be varied within the
range of 10 to 50 per cent against demand deposits
and 5 to 25 per cent against time deposits. The
reserves must ordinarily consist of deposits with the
Central Bank, but the Monetary Board may permit
part of the reserves to be held in the form of other
assets. It has from the beginning permitted up to
five-eighteenths of the required reserves to be held
in the form of Government securities. When the
Monetary Board sees fit, it may bar further credit
expansion by requiring maintenance of reserves as
high as 100 per cent against any further increase
of deposits.
The Central Bank may also regulate specific
types of credit. It may (a) set maximum rates of
interest, commissions, and charges which banks
may apply to different types of loans, (b) prescribe
minimum cash margins for opening letters of credit,
with authority to relate the size of the required
margin to the nature of the transaction to be fi-
nanced, (c) set maximum permissible maturities
for bank loans and investments and indicate the
type and amount of security to be required, (d)
set an upper limit on the total loans or invest-
ments a bank may hold, either in the aggre-
gate or by specific categories, or limit the rate of
increase of such assets within a specified period of
time, and (e) require observance of minimum ratios
of capital and surplus to volume of assets or speci-
fied categories of assets.
The Central Bank has the usual central bank au-
thority to rediscount and lend against commercial
paper. Paper having relatively long maturity may
qualify as eligible for these purposes, the limit being
180 days for acceptable paper resulting from com-
mercial transactions, and 270 days for bills related
to processing and production. Advances may also
be made against gold and securities for periods of
180 days. The maturity for advances secured by
acceptable collateral may be extended to a maximum
of one year under special circumstances. In periods
of grave emergency the Monetary Board is author-
ized to make advances secured by any collateral ap-
proved by at least five of its seven members.
The Bank is permitted to make provisional short-
term advances to the Government and its political
subdivisions to finance authorized expenditures, but
such advances may not exceed 15 per cent of the
borrower's average revenues for the three preceding
years and must be repaid before the end of the first
quarter of the following fiscal year. The Bank is
also authorized to make loans to the Rehabilitation
Finance Corporation under special circumstances.
With these exceptions, the Bank may purchase
Government securities only for reasons of monetary
policy. However, under authority that expired
June 30, 1951, the Bank was permitted to make loans
to the Government against the security of Govern-
ment bonds having a maximum maturity of 15
years. The total of such loans could not exceed
200 million pesos and the uses to which the funds
could be put were limited to productive and income-
producing projects or the amortization of external
debt.
Anti-inflationary measures. The Central Bank has
made only moderate use of its anti-inflationary
powers. The Bank publishes no discount rate, and
it is not known what, if any, variations have been
made in the rates it has charged. In general com-
mercial banks have maintained substantial excess
reserves, a condition which would operate to reduce
the influence of both the discount rate and open<
market operations on their lending policy. Reserve
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requirements have remained at the level at which
they were first set—18 per cent against demand de-
posits, 5 per cent against time deposits, and 10 per
cent against deposit liabilities in foreign currencies.
In November 1949 the Bank imposed an 80 per
cent margin requirement against letters of credit
covering the import of specified nonessential goods,
and banks were prohibited from granting credit
facilities of any kind for financing such imports.
These measures were directed toward strengthening
import controls and curbing speculative credit ex-
pansion. In 1950 the Bank enjoined the Rehabili-
tation Finance Corporation from making further
loans for residential construction. The Philippine
National Bank, a Government-owned commercial
bank, was ordered to halt the extension of credit
to Government agencies and to make no loans to the
public for speculative purposes. The Central Bank's
advances to commercial banks were sharply con-
tracted, but inflation, fed by a large budget deficit,
did not abate.
In the latter part of the year, a policy of encour-
aging imports was adopted by the Government and
the Central Bank encouraged credit expansion for
this purpose. In the last half of 1951 the Bank
adopted a more restrictive policy, especially with re-
spect to letters of credit. It required that commer-
cial banks have net foreign exchange holdings,
excess reserves, cash in vaults, and securities in an
amount equal to at least 70 per cent of their total
letters of credit outstanding. Nevertheless, bank
credit continued to expand until late in the first
half of 1952.
The National Government ran budgetary deficits
from 1949 to 1951, financed in part by Central Bank
short-term credits. During this period the Central
Bank also utilized the special authority described
above to grant large long-term credits to both the
Government and the Rehabilitation Finance Corpo-
ration. As a result, by the end of 1951 the Bank
held 43 per cent of the total domestic public debt.
In the 1952 fiscal year the budget was in balance
and no further demands were made upon Central
Bank credit for budgetary purposes. The Bank's
holdings of Government obligations have been rela-
tively stable since May 1951.
CEYLON
Legislation establishing the Central Bank of Cey-
lon was enacted in December 1949, and the Bank
commenced operations on August 28, 1950. Previ-
ously, the Ceylonese monetary system had been
under the supervision of a Currency Board, which
maintained a 100 per cent foreign exchange reserve
against the note issue. As in the Philippines, the
domestic economy was unprotected from short-term
adverse fluctuations in the balance of payments.
Since the domestic banking system was under-
developed and the interests of existing banks lay
largely in the financing of foreign trade, it was
felt that a modern central bank would assist in both
the stabilization of the economy and the growth of
banking and credit facilities necessary to the coun-
try's economic development. The background situa-
tion was very similar to that which existed in the
Philippines, and the newly adopted central banking
legislation resembled the Philippine Act in many
respects.
The Bank is a State-owned institution, with over-
all responsibility for its management, operations, and
policy centered in a three-man Monetary Board
consisting of the Permanent Secretary to the Min-
istry of Finance and two members appointed by the
Government, one of whom is the Governor of the
Bank. The Governor is the only member expected
to devote full time to the affairs of the Bank.
As in the Philippines, the 100 per cent foreign
exchange currency reserve requirement has been
eliminated as a feature of the monetary system.
The Monetary Board determines whether or not
there is actual or potential overexpansion of the
currency or excessive drain on the foreign exchange
reserves. The Board is required to watch certain
economic indicators closely and to base its actions
on their movements rather than on any prescribed
legal reserve requirement.
Another important change in the monetary field
is the redefinition of the value of the Ceylonese
rupee in terms of gold, and the removal of its tie
with the Indian rupee. The Central Bank may hold
foreign exchange reserves in gold and unspecified
foreign currencies, but the Act stipulates that the
Bank should endeavor to hold at least a nuclear
reserve in gold or in currencies freely convertible
into gold. Previously, the reserves had been limited
to Indian or sterling exchange.
The powers of the Central Bank of Ceylon to
administer credit regulations, to provide credit for
other banks, to examine banks, and to act as advisor
as well as fiscal agent to the Government are gen-
erally parallel to those of the Philippine Central
Bank. To promote monetary stability, it may ad-
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just interest and discount rates, vary commercial
bank reserve requirements within a range of 20 to
40 per cent for demand deposits and 5 to 20 per
cent for time deposits, engage in open market opera-
tions, and apply selective credit regulations similar
to those authorized in the Philippine Central Bank
Act. As in the Philippines the maximum maturities
for Central Bank loans against eligible securities
are 180 days and 270 days, depending on the nature
of the security, but extensions of up to one year
may be granted in time of deflation.
The Bank's powers to lend to the Government
are restricted. Provisional advances may not exceed
10 per cent of the estimated revenue of the Govern-
ment for the fiscal year in which they are made and
must be repaid within a maximum of six months.
The Central Bank of Ceylon may not underwrite
or subscribe to any issue of Government securities
with the exception of Treasury bills, though it may
purchase Government securities in the open market.
The Central Bank of Ceylon began operations
in the midst of the post-Korean inflation, which was
fed by both a substantial export surplus and a Gov-
ernment deficit. Although the Monetary Board did
not at that time find that any significant volume of
credit was being created for nonessential purposes,
it cautioned the commercial banks against granting
such credit as long as the inflationary danger per-
sisted. The Central Bank also sought to retard the
expansion of domestic credit by discouraging com-
mercial banks from bringing their overseas balances
to Ceylon. Total bank rupee reserves increased
rapidly in the last quarter of 1950, reaching 210 per
cent of required reserves in December. In order
to reduce the risk of an unneeded expansion of
credit, the Monetary Board raised the reserve re-
quirements against demand deposits from 10 per
cent to 14 per cent. This brought total reserves
down to 147 per cent of the required minimum in
January 1951.
The Bank expressed the view in its Annual Re-
port for 1950 that the Government's fiscal policy
had been seriously inflationary and strongly urged
that it be changed. In 1951 the budget was very
nearly balanced and inflationary pressure was re-
duced. At the same time the Central Bank en-
deavored to make more effective use of credit and
monetary policies. The Bank requested that com-
mercial banks refrain from subscribing to a long-
term loan floated by the Government. The loan
was completely taken up by nonbank buyers, and
the Government substantially reduced the floating
debt held by commercial banks. The Central Bank
conducted open market operations which were
moderately disinflationary. On the other hand, the
Bank imposed no new credit restrictions in 1951,
and reversed its policy of discouraging the transfer
of overseas balances to Ceylon. The Bank decided
that inflation had largely run its course and that a
long-run policy of encouraging the banks to invest
in Ceylon could be safely inaugurated.
BURMA
The most recent central banking legislation
adopted in Southeast Asia is that providing for the
reorganization of the Union Bank of Burma, which
went into effect July 1, 1952. This legislation fol-
lows the Philippine and Ceylonese pattern in many
respects, but it has also been influenced by Indian
practice.
Early postwar legislation. Before the war the Re-
serve Bank of India issued currency and performed
other central banking functions for Burma. This
arrangement was upset by the war, the postwar
political and administrative changes resulting from
Burma's attainment of independence and with-
drawal from the British Commonwealth. The Cur-
rency and Coinage Act of 1946 entrusted the issue
and management of the currency to a Currency
Board, located in London, which was required to
maintain a 100 per cent reserve in sterling against
all notes and coins in circulation in Burma except
for a limited fiduciary issue.
The Union Bank of Burma Act of 1947 provided
new machinery to meet central banking needs.
The Union Bank of Burma, established on Janu-
ary 4, 1948, served as a banker's bank and fiscal
agent for the Government, but had no control over
the currency issue and little effective influence over
credit. It had power to make credit available to
commercial banks in the form of advances against
specified types of collateral or through purchase or
rediscount of eligible commercial paper. Eligibility
was narrowly limited, however, and there was little
demand for this service. The Bank's powers to
combat undesirable credit expansion were limited to
varying the bank rate, which had little effect in view
of the negligible demand for rediscount facilities.
There was no provision for commercial bank re-
serve requirements or for selective credit regulation.
Extension of central banking functions. Legisla-
tion in 1952 reorganized the Union Bank of Burma
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and greatly extended its powers. It combined con-
trol of the note issue with other central banking
functions and expanded the Bank's powers to regu-
late the supply and cost of credit.
Responsibility for the note issue passed from the
Currency Board to the Union Bank, and the cur-
rency reserve requirement was altered. The Bank
must maintain an international reserve consisting of
gold or specified assets in foreign currencies equal
to an amount not less than 25 per cent of its lia-
bility on account of deposits and currency in circu-
lation. Since the ratio at the present time is far
above 25 per cent, this requirement will not restrict
the operations of the Union Bank for the time being.
Policy decisions therefore have to be based on the
judgment of the authorities (as in the Philippines
and Ceylon) rather than on the stated minimum
figure.
The new Act liberalizes the eligibility require-
ments of commercial paper presented to the Union
Bank for purchase, discount, or as collateral for
loans. Maximum acceptable maturities have been
increased from 90 to 180 days in the case of bills
and notes related to domestic trade, and the Board
of Directors of the Bank may suspend eligibility
requirements in periods of emergency and make
loans or advances against any collateral it deems
sufficient. The Bank recently announced that its
interest rate would be 2 per cent for advances against
Government and Government-guaranteed securities
and 3 per cent for loans secured by other types of
collateral.
The new law places no specific limit on the Union
Bank's holdings of Government bonds, but short-
term budgetary advances to the Government are
now limited to 15 per cent of the estimated revenue
of the Government for the fiscal year in which the
advance is made and must be repaid within six
months. The Bank is not barred from underwriting
issues of Government securities or subscribing to
new issues, as is the Central Bank of Ceylon. The
Bank has expressed the belief that its unrestricted
power to deal in Government securities will facilitate
the development of a substantial and expanding
market for them. Minimum reserve requirements
against commercial bank deposits have been im-
posed for the first time, and made applicable to all
banks operating in Burma. The Union Bank may
vary requirements between 8 per cent and 40 per
cent against demand deposits, and between 3 per
cent and 15 per cent against time deposits. Re-
serves must ordinarily be held as cash deposits with
the Union Bank, but the Bank may at its discretion
permit any part of the reserve to be held in the form
of other assets.
The Bank also has several instruments of credit
regulation which may be applied only with the ap-
proval of the President of the Union of Burma.
They include authority to set (1) maximum rates
of interest which commercial banks may charge for
different types of loans and pay on various classes of
deposits, (2) maximum maturities for loans and
advances made by commercial banks and the types
and amounts of collateral to be required, (3) limits
on the rate of increase within specified periods of
loans, advances, and investments of banks either
in the aggregate or in any specified classes of such
assets, and (4) minimum cash margins for opening
letters of credit by banks.
Another new provision is that giving authority to
the Union Bank to license banks and inspect them
periodically. The Bank may revoke the license of
any commercial bank which it finds to be no longer
fulfilling the conditions under which it was licensed.
Under the new legislation the Union Bank may,
with the approval of the President of Burma, re-
quire that each bank or class of banks hold assets
payable in Burma equivalent to a specified mini-
mum percentage of its total domestic liabilities.
This provision takes account of a former complaint
that banks tended to hold and invest too small a
proportion of their funds in Burma, thus depriving
the country of much needed capital.
Despite serious internal disorders, the Govern-
ment of Burma has not incurred heavy budget defi-
cits. Inflation has largely been avoided in the
postwar period, and the Union Bank has not had
occasion to invoke its anti-inflationary powers.
INDIA
Independence and partition of India brought a
number of important changes in the ownership and
powers of the Reserve Bank of India, which was
established in 1934. The Bank was originally or-
ganized as a quasi-public institution. Its entire
capital was privately subscribed. Responsibility for
policy making and supervision of Bank operations
rested with a Central Board of Directors having 16
members, half elected by the shareholders and half
appointed by the Government. Profits in excess
of approximately 6 per cent dividends to private
shareholders went to the Central Government.
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Nationalization of the Reserve Bank. In 1948 the
Reserve Bank was nationalized by legislation pro-
viding for the transfer of all its stock to Government
ownership. The Reserve Bank of India Act of
1934 was amended to take account of this change.
The Central Board of Directors was reduced to 14
members, all appointed by the Government. The
Government was authorized "to give such direc-
tions to the Bank as it may, after consultation with
the Governor of the Bank, consider necessary in
the public interest."
The Central Board of Directors is required to
meet only six times a year, though meetings may be
held more frequently. The day-to-day operation of
the Bank is entrusted to the Governor. In addition
to the Central Board there are four regional boards
which may be called upon for advice or other as-
sistance. Members of the regional boards are all
Government appointees, and the law requires that
appointments be made with regard to representation
of the interests of the area, various economic groups,
and the cooperative and indigenous banks. The
Central Board determines the functions to be per-
formed by the local boards.
Definition of the value of the rupee in terms of
sterling was eliminated by amendment of the Re-
serve Bank Act in 1947. The Central Government
was given full authority to determine and vary the
exchange rate, subject to its obligations to the Inter-
national Monetary Fund.
Responsibility for currency issue. The Reserve
Bank is responsible for the issue of all India's cur-
rency. The note issue must be fully covered by a
reserve, held in a separate Issue Department, com-
posed of gold, foreign exchange, rupee coin, domes-
tic securities, and eligible commercial paper. At
least 40 per cent of this reserve must consist of
gold and foreign exchange. The foreign exchange
component, formerly limited to sterling, may now
consist of specified assets denominated in the cur-
rency of any foreign country belonging to the Inter-
national Monetary Fund. The Bank may permit its
gold and foreign exchange holdings to fall below
the required minimum with the prior approval of
the Government, but it is subject to a penalty as
long as the deficiency exists.
Instruments of credit regulation. Amendments to
the Reserve Bank Act after 1948 somewhat ex-
panded the authority of the Reserve Bank to extend
credit to the Government and to other banks.
Statutory limitation of the Bank's holdings of Gov-
ernment securities was eliminated in 1951. Power
to grant loans to other banks in time of emergency
was broadened by providing that such loans could
be made against any security the Reserve Bank
considered sufficient. The maximum maturity al-
lowed for eligible paper derived from the financing
of agricultural operations or the marketing of crops
was increased from 9 to 15 months in 1951, but no
change was made in the 90-day maturity require-
ment for other forms of eligible paper.
Having been drafted in a period of deflation, the
Reserve Bank of India Act did not originally place
the same emphasis upon restraint of inflation as do
the postwar central banking acts of some other
countries. The powers authorized in this Act
which might be used to combat inflation were the
adjustment of the bank rate and the conduct of
open market operations. No provision was made
for the more selective forms of credit regulation.
The law required commercial banks to maintain
cash reserves against their deposit liabilities, but
the reserve ratios could be varied only by legislative
action and applied only to designated banks.
The Reserve Bank's authority in this sphere was
broadened with the passage of the Banking Com-
panies Act of 1949. This Act empowers the Re-
serve Bank, if it deems it desirable from the stand-
point of the public interest, to determine the policies
in relation to advances to be followed by banks
generally or by individual banks. This authority
allows the Reserve Bank to determine the purposes
for which advances may or may not be made, the
margins to be maintained with respect to secured
advances, and the rates of interest which may be
charged on advances. A provision of this Act that
became effective in March 1951 requires all banks
to maintain liquid assets (cash, gold, or unencum-
bered approved securities) equivalent to not less
than 20 per cent of their total demand and time
liabilities in India. This did not supersede the
existing cash reserve requirement of 5 per cent
against demand and 2 per cent against time liabili-
ties, which was extended to apply to all banks. The
Reserve Bank is not given authority to vary re-
quired reserve ratios.
This Act also gives the Bank broad powers to
examine and license all banks doing business in
India. The Reserve Bank has made full use of this
examining authority and has instituted a system of
periodic examination of all banks.
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The Reserve Bank has made relatively little use
of its new powers to influence credit and has ex-
pressed the opinion that most banks have followed
a cautious credit policy. Since September 1949,
however, it has required commercial banks to sub-
mit reports on all new credits exceeding a specified
figure, and in 1950 it issued directions designed to
curb loans to speculators in jute and silver. In the
summer of 1951 the volume of credit failed to follow
the normal pattern of contraction and in the au-
tumn, at the beginning of the next seasonal rise
in the demand for funds, the bank revived the use
of the traditional instruments of monetary regula-
tion—bank rate and open market policy. In No-
vember 1951 the bank rate was raised from 3 per
cent to 3.5 per cent and the Reserve Bank announced
that it would not support Government securities
except in special circumstances. These steps im-
mediately increased the cost and reduced the avail-
ability of credit. The Indian banks had long fol-
lowed the practice of buying Government securities
in the slack season and selling them in the busy
season. The Reserve Bank's withdrawal from the
market and the consequent decline in bond prices
led the banks to seek their needed funds by borrow-
ing from the Reserve Bank, using their securities as
collateral.
The Reserve Bank took advantage of the resulting
credit stringency to introduce a plan designed to
increase the elasticity of the Indian credit structure
by encouraging the use of commercial bills as col-
lateral for advances. Among other things, it set a
preferential interest rate for advances against the
security of eligible commercial paper at one-half
of one per cent below the bank rate. The plan,
initially experimental and limited to large banks,
was considered sufficiently successful to be con-
tinued.
The result of all these measures appears to have
been a smaller expansion of the credit and money
supply than in the previous busy season and an
earlier and more pronounced post-seasonal con-
traction. Monetary policy alone does not, of course,
explain the decline in prices that India has experi-
enced over the past year. The Reserve Bank has
observed, however, that "by and large . . . the new
monetary policy secured the objectives of preventing
a large expansion of money supply during the busy
season, and of enabling the Reserve Bank to have
more effective control of the magnitude and purpose
of bank advances."
PAKISTAN
The State Bank of Pakistan, established on July 1,
1948, follows the model of the Reserve Bank of
India, with certain variations. The Government of
Pakistan was required to subscribe a minimum of 51
per cent of the Bank's capital, but the remainder
was taken up by private subscribers, who are entitled
to a minority voice in the Bank's management.
The Government is authorized to appoint the Gov-
ernor, Deputy Governor, and six directors, one of
whom must be a Government official. Other share-
holders are given the right to elect three directors.
The Government has the right to supersede the
entire Board of Directors if of the opinion that the
Board is failing to carry out any of its obligations.
The management of the Bank may then be en-
trusted to such agency as the Government may
determine. The Government is not authorized, as
in India, to give directions to the Bank, but it is in
a position to influence the Bank's management.
The State Bank is the sole bank of issue in
Pakistan. Its note issue must be backed fully by a
reserve held in a separate Issue Department, at least
30 per cent of which must consist of gold, silver,
and specified types of foreign exchange. The rest
may consist of rupee assets. The foreign exchange
reserve requirement may be suspended by the Gov-
ernment without penalty to the Bank.
The State Bank is authorized to make funds
available to designated banks and to local authori-
ties through purchase and rediscount of eligible
commercial paper or through secured loans. Eli-
gible commercial paper is strictly defined and maxi-
mum maturities are limited to 90 days except for
bills and notes drawn for the purpose of financing
agricultural operations, which must mature within
nine months of their acceptance by the Bank. To
meet emergencies, however, the Bank may at its
discretion accept commercial paper not endorsed by
a designated bank and may make loans to banks
against any collateral it deems satisfactory.
Advances to central, provincial, and State govern-
ments may be made for three-month periods, with
no restriction on amount. The volume of Govern-
ment securities the Bank may hold at one time,
however, is limited to the aggregate of its capital
and reserve plus 60 per cent of its deposit liabilities.
This total has not yet been approached.
The instruments of credit regulation originally
available to the State Bank were limited to the
traditional authority to determine the conditions on
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which it would make credit available and to carry
out open market operations. Commercial bank
reserve requirements were at first fixed by the law
at 5 per cent against demand and 2 per cent against
time liabilities, but this was later amended to give
the Bank authority to vary the requirements as it
saw fit above these lower limits.
The Banking Companies (Control) Act of 1948
extended the State Bank's powers to include provi-
sion for more direct credit regulation. It also gave
the Bank broad supervisory authority over the bank-
ing system.
This Act authorizes the State Bank to issue di-
rectives to other banks concerning the policy to be
followed in making advances, the purposes for
which advances may or may not be made, the
margins to be maintained in respect of secured
advances, and the rates of interest to be charged.
Banks may be prohibited from entering into a
transaction or class of transactions, or may be re-
quired to take such action as the State Bank may
think fit. The State Bank may examine banks,
grant or refuse licenses to operate, and order
changes in the management of banking companies.
In short, the Bank is in a position to exert very
strong influence upon the policies and operations
of Pakistan's banking system.
The State Bank has made little use of its powers
to combat inflationary pressures in recent years,
but it reports that in the fiscal year 1951 it closely
examined the position of banks offering large
blocks of securities for sale, and it has attempted to
curb credit for imports by imposing high deposit re-
quirements against letters of credit. As in India
in the past, the seasonal expansion and contraction
of commercial credit has been based largely on the
Central Bank's purchases and sales of Government
securities. The State Bank has appreciated the
disadvantages of this system and has given much
thought to encouraging the use of self-liquidating
credit instruments for this purpose. It has recently
announced a plan very similar to that adopted by
the Reserve Bank of India earlier this year to in-
crease the use of commercial bills as collateral for
advances. It has not, however, indicated that its
purchases of Government securities will be discon-
tinued, although it appears that this step was an
important factor in the success of the plan in India.
Disruption of the banking system at the time of
partition created major problems for Pakistan.
Faced with the withdrawal to India of the major
part of the area's banks and banking personnel, the
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State Bank has had to devote a large share of its
efforts to the task of developing a sound banking
system and to the consolidation of its own organi-
zation and the improvement of its services.
INDOCHINA
Division of French Indochina into three states,
Viet Nam, Laos, and Cambodia, which are inde-
pendent within the framework of the French
Union, gave rise to a need for a new system of
monetary regulation. The Bank of Indochina, a
commercial bank, had held a monopoly of the note
issue privilege for many years. This was withdrawn
in January 1952, when the new Bank of Issue
(Institut d'Emission) was established.
The powers of the Bank include the right to issue
notes, deal in foreign exchange (subject to French
exchange control regulations), serve as banker and
fiscal agent for the three Associated States, and ac-
cept deposits from and grant advances to other
banks. The Bank is under the control of a 12-man
Board of Directors. The three Associated States
and France appoint three directors each. One of
the directors is selected as Chairman by mutual
agreement of the Associated States and France. He
serves as a full-time official and is responsible for
the execution of the Board's decisions and the direc-
tion of the operations of the Bank. He may appoint
a Director General to whom he may delegate all
or part of his authority over the administration of
the ordinary affairs of the Bank. In addition, pro-
vision is made for a committee of four inspectors,
representing each of the Associated States and
France, to supervise and check on all the operations
of the Bank and make reports to their respective
Governments.
As adviser and fiscal agent of the Associated
States, the Bank's agreement to the terms of issue
of State bonds is required. On request the Bank
must assist in floating bond issues. It may co-
operate with the States in deciding questions
connected with the balance of payments and the
movement of prices and may volunteer advice on
such matters. The Bank also has responsibility for
the administration of exchange controls.
The new Bank may open accounts for any bank-
ing institution, and it is permitted, as the economic
situation may require, to grant banks advances
against specified types of collateral, including desig-
nated public securities and negotiable instruments
arising from foreign trade transactions and ap-
proved by the Chairman or Director General of the
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Bank. Such advances are limited to 10 days and
are renewable for two periods of the same duration.
The Bank has no power to license other banks or
to exercise direct supervision over them.
The currency may be issued in notes of different
design for each of the Associated States. It is to be
freely convertible into French francs at the official
parity. A reserve equivalent to at least 50 per cent
of the note issue must be maintained by the Bank
in gold, French francs, or other foreign exchange.
This reserve must be held in interest-paying blocked
accounts with the French Treasury. Foreign ex-
change in excess of the amount required to carry on
normal exchange operations must also be deposited
with the French Treasury, with the exception of
exchange received directly by the Associated States
as gifts from foreign powers. The currency re-
mains legally linked with the French franc, with
the attendant absence of local control over exchange
rates.
As the organization of the Bank indicates, the
operation of a single central bank to serve three
autonomous States involves a number of delicate
problems. One of the most difficult promises to be
the authorization of advances to the treasuries of
the Associated States. The law limits the total of
such advances to the equivalent of 33 per cent of
the Bank's liability for currency in circulation dur-
ing an undefined "initial period of operation."
After this period, advances will be limited to 50
per cent of the Bank's gold and foreign exchange
reserve. All advances must be secured by negotiable
State bonds having a maximum maturity of three
months and renewable for periods of the same
length. No limit is placed on the number of re-
newals. Decision on applications for grants may
be made by the Board of Directors or delegated to
an ad hoc committee composed of the Chairman
of the Board and two directors, one from the appli-
cant State and one from a nonapplicant State. This
committee's decisions are made by majority vote.
In addition to these advances the Bank may grant
credits to the States for expenditures in France in
pursuance of economic development programs.
These credits are also authorized by an ad hoc com-
mittee, and are limited to a sum equal to 20 per
cent of the largest annual exports of the applicant
State for any year beginning with 1951. The Bank
is also responsible for the administration of the
Autonomous Fund for the Administration and
Amortization of the Public Debt of the old Indo-
chinese Treasury. The Bank may make advances
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to this fund, subject to the unanimous approval of
the directors.
Postwar inflation in Indochina has been fed prin-
cipally by governmental budgetary deficits. The
new Bank of Issue, in its position as adviser to the
Governments of the Associated States, is concerned
with the adoption of budgetary policies of less in-
flationary character. It is too early to judge whether
the Governments of the States involved and their
representatives on the Bank's Board of Directors
will be able to overcome the obstacles they face.
INDONESIA
The Java Bank served as the sole bank of issue
in the Netherlands East Indies from the time of its
founding in 1828 until the transformation of that
colony into the independent State of Indonesia in
1949. It carried on an extensive commercial bank-
ing business in addition to central banking func-
tions. Although its shares were privately owned,
the Government had authority to appoint the Bank's
managing directors, supervise its operations, and
share in its profits. The Bank could influence the
cost and availability of credit through its own loans
and discounts and its bank rate, but it had no direct
power to control or supervise the policies and opera-
tions of other banks. Its own credit operations were
limited by the statutory requirement that it main-
tain a gold reserve equal to a minimum of 40 per
cent of its total demand liabilities.
The attainment of independence by Indonesia in
December 1949 was followed by changes affecting
the Java Bank, but its structure and powers have
not yet been altered. Among the earlier develop-
ments were the replacement of a number of the
Bank's Dutch officials, including the President, by
Indonesians, and the lowering of the minimum gold
reserve requirement against liabilities to 20 per cent
in January 1951. In July 1951, the Government
revealed its intention to nationalize the Bank and
offered to pay 120 per cent of par value for all
privately held shares. Within a few months the
Government had acquired 97 per cent of the Bank's
stock, and in November 1951 an act was passed
authorizing the expropriation of the remaining
shares at the same level of compensation.
It was recognized at that time that it would be
necessary to redefine the relationship between the
Bank and the Government and to revise the stat-
utes governing the Bank. It was announced in
October 1952 that a bill to accomplish this was
under consideration.
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